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STUDY PAPER NO. 4

ANALYSIS OF THE RISING COSTS OF PUBLIC
‘EDUCATION

(By Werner Z. Hirsch)

INTRODUCTION—STATEMENT OF FInNDINGS !

A study of the relation of the public school sector to the problems
of employment, growth, and price levels leads to the following conclu-
sions:

1. The huge increases in current expenditure (plus debt service)
for public primary and secondary education since the turn of the
century are mainly due to exogenous forces, such as factors raising
salary levels and per capita personal income.

2. With the property tax as the main revenue source, general price
level increases, and particularly rises in teacher salary level, are likely
to lead to continued fiscal school crises. '

3. Since the turn of the century, the percentage increases in educa-
tional expenditures—more specifically, daily per pupil current expendi-
ture, plus debt service—were on the average about the same as the
percentage increases in per capita personal income. The former
exceeded the latter by a very small amount. Such low income elas-
ticity of public education must be of deep concern to all those who
are convinced that improvements in education are essential if the
United States is to remain a leading world power. Since more funds
need to be found, serious consideration must be given to policies
aimed at changing people’s attitude toward public education, and to
shifting partial responsibility for financing education from the local
school district to the State and possibly to the Federal Government.
This will require the combined leadership of all branches of govern-
ment and the institution of matching Federal funds combined with -
such eligibility criteria as minimum tax effort and statewide equaliza-
tion of educational opportunity.

4, It appears that there have been no significant productivity
changes in the education sector.

5. During the last 10 years general expenditures of State and local
governments increased an average of about 15 percent per annum
measured in current dollars and 8 percent if measured in 1954 con-
stant dollars. During the same period the average annual increase
of total current expenditures, plus debt service, for public primary
and secondary education was about 17 percent in current dollars and
5 percent in 1954 constant dollars.

1 The author would like to express his appreciation to Elbert Segelhorst, who served as research assistant,
and to Profs. Harold Barnett and Burton Weisbrod for their numerous useful comments. Much assistance
was also rendered by officials in the Departments of Commerce; Health, Education and Welfare; and Labor.
They are too numerous to be enumerated.
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2 ANALYSIS OF RISING COSTS8 OF PUBLIC EDUCATION

6. A “medium’ projection suggests that if annual teachers’ salary
increases of 3 percent are granted—and funds to finance them can
be found—total current expenditure, plus debt service, for public
primary and secondary education will have advanced in terms of
1958 dollars to about $17.4 billion by 1965; i.e., a 58-percent increase
in 7 years. However, if people’s attitude toward public education
and the way of financing it remain unchanged, a 3-percent annual
increase in per capita personal income may produce merely $15.3
billion in revenue in 1965. While this would be an increase of about
39 percent over the 1958 figure, it would be about $2.1 billion below
the earlier projected expenditure figure.

CHAPTER 1. GENERAL SUMMARY
INTRODUCTION .

This study is designed to shed light on the cost and expenditure
level changes of the public primary and secondary education sector of
our economy—a sector employing more than 2 million men and
women, who serve almost 35 million pupils. This sector in 1958
spent more than 30 percent of all the money spent by State and local
governments, an amount representing about 3.3 percent of national
mcome and 3 percent of gross national product. In order to trace
and understand changes in the cost of education and relate them to
the rest of the State and local government sector, the latter sector is
examined first in some detail. This sector, for example, accounts for
about 12.3 percent of gross national product, and perhaps 3 to 3}
percent of the Consumer Price Index of the U.S. Department of
Labor. There are indications that since 1952 the cost of State and
local government services increased up to three times more rapidly
than did the other items included in the index.

To shed light on the cost behavior of this sector, a functional
service breakdown is attempted, and the question is raised: “Which
Statl,le?’?,nd local government services provided the major monetary
push?

STATE AND LOCAL GOVERNMENT SECTOR

In terms of general expenditures, education, highways, public wel-
fare, and health and hospitals have been the four most important
State and local government services since the turn of the century.
Education expenditures have accounted for an increasingly large share
of all expenditures. They increased from about 25 percent in 1902
to about 35 percent in 1958. General expenditures for public primary
and secondary education advanced at a somewhat slower pace than
did those for higher education. .

The relative importance of highway expenditures showed great
fluctuations. During the first quarter of this century a steady advance
from 17 to 25 percent was registered. From then on until the end of
World War II a steady decline set in, which has been reversed only
in recent years. Public welfare expenditures, at least in relative
terms, grew more rapidly than any of the other main services. Most
of their advance took place during the first half of the 1930’s. Finally,
the relative share of health and hospital expenditures has shown a
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very steady, though not rapid, increase. Many other services have
lost in importance.

Next, expenditures are examined from a somewhat different view-
point. The issue at hand is, “Did current or capital expenditures
provide the major push”? The answer can be given in unequivocal
terms. So far in the 20th century, capital outlays of State and local
government advanced at a rate more than twice as fast as did current
expenditures. The 1902-58 increase of capital outlays is 76-fold,
while that of current expenditures is 37-fold. This not only holds
if all services are taken together, but it is also true for single services
except public welfare, sanitation, and local‘parks.

at is the picture of State and local government expenditures if
they are adjusted for price level changes; i.e., in constant dollars?
The U.S. Department of Commerce has prepared a series of implicit
deflators applicable to State and local government purchases of goods
and services which goes back to 1929. This series does not make
allowance for quality changes. While State and local government
expenditures —measured in current dollars—increased from 1929 to
1957 by almost 370 percent, expressed in 1954 constant dollars these
expenditures have not even quite doubled. Between 1929 and 1945
the constant dollar expenditures moved relatively little and without
definite direction. Since them a pronounced and steady rise has
started. The average annual increase of the last 10 years—measured
in constant dollars—was about 8 percent.

COSTS OF PUBLIC EDUCATION

What about cost changes in the single most important State and
local government sector, i.e., public primary and secondary education?
More specifically, what forces have decisively contributed to cost
increases in this sector?

A large number of factors can be identified as possibly affectin,
current expenditures, plus debt service, for public primary ang
secondary education. Some of them have assumed greatly different
values since the turn of the century. Thus, for example, theé number
of pupils in average daily attendance—ADA—increased almost
three times since 1900 ,Zhigh school enrollment relative to total public
school enrollment increased about six times, and the percent of pupils
living in urban as against rural America has increased about 40
percent.

Turning to some economic factors, it is noteworthy that the average
salary of & teacher advanced about 14 times, while per capita personal
income increased about 9 times.

Finally, an examination of some characteristics of public education
itself reveals that while in 1900 virtually no appreciable auxiliary
services were rendered, in 1958 pupils were-fed 1n school cafeterias,
attended by school health services, and brought to school in school-
buses, etc. In 1958, almost 14 percent of current school expenditures,
plus debt service, were applied to auxiliary services. In addition, the
school term was lengthened an average of 60 percent and the number
?lf %xl'h(licipals, superintendents, and consultants per pupil almost

oubled.
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TEACHERS' SALARIES—THE OVERWHELMING COST FACTOR

Which of these factors have decisively contributed to cost increases?
How important a factor is the salary of the average teacher and how
important is people’s ability to afford good education, ie., their
income? Has the efficiency—or productivity—of the public school
system changed much?

These are some of the questions for which answers are sought by
relying on multiple correlation and regression techniques.

First an education unit was developed, one that appears to have been
fairly uniform over the years. It is so standardized that its variety
and scope are held reasonably constant and it is expressed in per pupil
in average daily attendance terms. Ever since the turn of the century
the costs of this education unit—daily per pupil current expenditures
plus debt service minus the cost of auxiliary services—appear to have
been overwhelmingly determined by the prevailing salary level of the
instruction staff, and perhaps the prices of all goods and services
bought by schools. However, they, in turn, are determined by the
general demand and supply situation and price level of the rest of the
economy, as well as the particular demand for and supply of teachers.
There is some evidence that the salary of the average teacher has
advanced somewhat more rapidly than the earning of other workers.
This suggests that the specific demand for and supply of teachers play
an important role in addition to general price level changes. An over-
whelming percentage of the 1900-1958 variation of the cost of the
standardized education unit can be explained, on the average, in
terms of teacher salary level increases, holding constant the effect of
changes in the public high school-all public school enrollment ratio,
urbanization, and number of specialists per pupil.

If now current expenditures plus debt service are deflated by
teachers’ salaries, the 193057 advance is about 54 percent.. It is less
than the 1930-57 advance in all State and local government costs in
constant dollars, which was about 88 percent. The average annual
increase in constant dollars was 2.0 percent for education and 3.3 per-
cent for all State and local government costs.

The overwhelming importance of teacher salary level in determining
the cost of a public education unit raises some intriguing questions of
finance, since much of the revenue of schools takes the form of property
taxes. The general price level together with specific demand and
supply factors for teachers can advance at a more rapid pace than the
assessed valuation of real property. Not only may real property
increase at a slower pace than the general price level but, more impor-
tantly, reassessments are usually at best a slow and belated process.
As long as the property tax is the main revenue source of schools,
general price level increases, and particularly teacher salary level
increases, are likely to create major fiscal problems.

The importance of salary level changes can also be illustrated by
comparing 1900-1958 total public school expenditure (minus auxiliary
expenditures) in current dollars with those in constant 1954 dollars.
In current dollars the 1900-1958 increase was 48-fold, while in con-
stant dollars the increase was merely 2%4-fold. If further adjustments
are made for the number of pupils in average daily attendance and
length of school term, expenditures in real terms are approximated.
Expenditures in real terms exhibit amazing stability during 1900-1958.
For the years for which data are available, 1922 was the low year with
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$1.37 daily expenditure per pupil, and 1913 was the high year with
$1.60. Over these 58 years, an overall decline of about 3 percent was
registered.

To the extent that the standardization of the education unit has
been successful and appropriate data in general were used, the analysis
can reflect on the productivity variable as a residual. Apparently,
productivity in the public schools has changed very little, if at all,

ABILITY TO AFFORD EDUCATION—INCOME ELASTICITY

Next the effect of per capita personal income on the cost of daily
per pupil current expenditure plus debt service is considered.
Once more multiple correlation and regression techniques are em-
ployed. They point to the importance of income as another deter-
minant. Most likely, income’s main impact is twofold—it affects
the amount of revenue that is raised for public education as well as
its variety and quality. About 76 percent of the 1900-1958 varia-
tion in the cost of daily per pupil current expenditure plus debt
service can be explained on the average in terms of per capita per-
sonal income changes, holding the effect of changes in the public
high school-all public school enrollment ratio and urbanization
constant. It must be remembered that these 76 percent, and the
change associated with salary level, are not additive.

Income elasticity of public education was estimated to have aver-
aged plus 1.09 during 1900-1958. Thus, during 1900-1958 a 1 per-
cent increase in per capita personal income was on the average asso-
ciated with a 1.09 percent increase in daily total current expenditures
for public primary and secondary education per pupil in average daily
attendance. It is only slightly above unit elastic and apparently
lower than that of some other public services, not to speak of such
consumer amenities as air conditioning, automobiles, golf, speed-
boats, etc. Such low elasticity must be of concern to al% those who
are convinced that improvements in public education are essential if
the United States is to remain a leading world power, and that there-
fore an increasing portion of the American people’s income must be
channeled into public education. Certainly, people’s attitude toward
education and our general tax system are mainly responsible for the
prevailing income e%asticity of education. If public education is to
be improved in the United States and more funds to finance education
are to be found, serious consideration must be given to changing both,
including further shifts in the responsibility for financing education
from the local school district to the State and possibly to the Federal
Government.

THE NEAR TERM PROSPECTS

Making projections is at best a hazardous undertaking, particu-
larly in & case where the phenomenon awaiting projection so greatly
depends upon exogenous forces, such as personal income and teacher
salary levels. How hazardous predictions in the field of education
are is well demonstrated by recalling James B. Conant’s 1938 pre-
diction:

By 1960 or thereabouts we shall have a stationary population. The expansive
pressure on our schools will soon be gone.?

* James B. Conant, “The Future of Our Higher Education,” Harper’s magazine, May 1938.
47761—59—2
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Three basic sets of projections for 1960 and 1965 have been pre-
pared in 1958 dollars—low, medium, and high. The medium projec-
tions assume a cumulative annual increase of 3 percent in per capita
personal income, teachers’ salary and length of school term. The
number of pupils in average daily attendance is assumed to increase
to 32 million in 1960 and 37.2 million in 1965. The other factors are
assumed to increase very little.

On the basis of these assumptions, equation 1.1, which emphasizes
teachers’ salary level, can be used to project expenditures. KEquation
1.2, which emphasizes people’s income and thus ability to afford good
education, helps project revenue. Medium projections suggest that
if annual teachers’ salary increases of 3 percent are granted—and
funds to finance them can be found——tota{) current expenditure plus
debt service for public primary and secondary education will have
advanced in terms of 1958 dollars to about $12.7 billion by 1960 and
$17.4 billion by 1965, compared to $11.0 billion expenditures in 1958.
This amounts to about an 8 percent annual increase.

However, if people’s attitude toward public education and the
way of financing it remains unchanged, a 3 percent annual increase
in per capita personal income is projected to produce merely $11.1 -
billion in revenue (in terms of 1958 dollars) in 1960 and $15.3 billion
in 1965. While this would be a 39 percent increase from 1958 to
1965, it would fall short by $2.1 billion in 1965 of what teachers’
salary pressure would lead to in terms of expenditure.

Whether the public education sector will in 1965 account for about
$17.4 or $15.3 billion will much depend upon whether the income
elasticity of public education will change.

SOME IMPLICATIONS

Leadership will play a decisive role. The American people need
to be persuaded to spend a larger part of their income for public
education. Congress can make an important contribution by voting
into existence a system of matching Federal funds combined with
carefully designed eligibility criteria. High on the list of these
criteria should be the following two: States must make a minimum
tax effort to finance education—i.e., & minimum ratio between per
capita State and local school tax and per capita income will have to
be set; and there should be a statewide equalization program which
effectively assures sufficient funds to underwrite a floor below which
the scope and quality of education cannot fall anywhere in the State.

CraPTER 2. THE StATE AND LocaL GOVERNMENT SECTOR
INTRODUCTION

While it might not be generally recognized, the number of State
and local governments in the United States is not only fairly large—
102,352 units in 1957—but they also perform a great variety of
functions. State and local government direct expenditure in 1958
was $53.9 billion, compared to $81.2 billion spent by the Federal
Government. These expenditures amount to 12.3 percent of gross
national product and 15 percent of national income. Or, to use
another yardstick, State and local governments employed in 1957
a full-time equivalent of 4,793,000 men and women.

.
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NATURE OF DATA

Because of the volatile nature of capital expenditures by State
and local governments, for analytical purposes it would be- desirable
to let debt service reflect the capital expenditure of these govern-
ments. Since these capital expenditures are usually amortized over
a 20- to 50-year period through bond issues and sinking funds, debt
service would more nearly reflect the current benefits accruing from
these capital outlays. However, the U.S. Bureau of the Census, in
its census of governments, excludes payments for debt retirement,
extension of loans, and purchases of securities from expenditure.
Since the U.S. Bureau of the Census is the basic source for many
State and local government expenditure data, the concept of debt
service as a reflection of capital expenditure cannot be used in con-
nection with census data. :

There are three general functional classifications of State and local
government expenditure: general expenditure, utility and liquor
stores expenditure, and insurance trust expenditure. Included in
general expenditure are the services which are commonly "associated
with State and local government—education, highways, welfare,
health and hospitals, police, fire, sanitation, etc. In 1958, these
general expenditures accounted for $45.1 billion or 83.7 percent of
total expenditures. Utility and liquor store expenditures in 1958
were $4.6 billion or 8.6 percent of total expenditures and include
expenditure on such government-owned utilities as water supply,
electric power, gas supply, and transit systems. Included in this
category are expenditures for running State-owned liquor stores in
16 States and those owned by local governments in a few States.
Other commercial-type operations of State and local government are
included in general government. State and local government insur-
ance trust expenditure consists chiefly of retirement payments for
State and local government employees and unemployment compensa-
tion payments to the qualified unemployed, who together with their
employers, have contributed to the fund from which payments are
made. In 1958, insurance trust expenditures were $4.2 billion and
accounted for 7.7 percent of total State and local government expendi-
tures.

It might be helpful to ignore liquor store and insurance trust
expenditures. Unemployment compensation, which in 1958 amounted
to $2.8 billion or 66.2 percent of insurance trust expenditure, is not
generally considered to be a State and local government expenditure
since both revenue is received and payments are made by this separate -
insurance trust fund. The administrative cost of this insurance trust
fund is, however, included in general expenditure.

One must keep in mind, then, that the U.S. Bureau of the Census
uses the following basic concepts and terminology in its statistics on
expenditure of State and local government:

1. State and local government expenditure comprises all amounts
of money paid out as between State and local governments and
external individuals or agencies (net of correcting transactions such
as recoveries or refunds), with the exception of amounts for debt
issuance and retirement and for loan and investment, agency, and
private trust transactions. :
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2. Although State and local governments act as agents of the
Federal Government in withholding Federal income and social
security taxes from their employees’ pay, such amounts are excluded
from State and local government revenue and expenditure, and are
reported as Federal revenue and expenditure.

3. Although the Federal Treasury handles unemployment compen-
sation accounts for the States, these funds arc omitted from the
Federal figures and are included with the State and local data.

4. The data utilized for each individual government represent a
consolidation of amounts for its various funds, and payments between
funds have been eliminated for census reporting.

5. Intergovernmental expenditure has been netted out of aggregates
comprising the groups of governments concerned. Most of the
amounts so classified comprise fiscal aid in the form of Federal and
State grants. The value of intergovernmental aid “in kind,” such as
commodities distributed by the Federal Government for scheol-lunch
purposes, is not treated as intergovernmental revenue or expenditure.
Contributions by local governments to State-administered retirement
systems that cover their employees are included as part of the “current
operation” expenditure of the local governments involved, and are
included with State insurance trust revenue.

TABLE 1.—.State and local government expenditures, selected years, 1902-68

[In millions of dollars)

General General
General expendi- Total General expendi- Total
Year expendi- | ture plus expendi- Year expendi- | ture plus | expendi-
ture employee ture ture employee ture
retirement retirement
[¢)] 2 ® (€] 2 (&)
1,013 1,013 11,028 11,265 14,067
2, 064 2,071 17,684 17,981 21, 260
5,218 5,248 22,787 23,148 27, 905
7,210 7,760 26, 008 26, 628 30, 863
7,765 7,840 27,910 28, 495 32,937
7,181 7,277 30, 701 31,380 36, 607
7, 7,757 33,724 34,446 40,375
8,757 8, 886 36, 711 37, 536 43,152
9,229 9, 369 40,375 41,318 47,553
9,190 9,359 45,059 46,132 53,857
8,863 9,058

Source: U.S. Bureau of the Census, ‘‘Historical Summary of Governmental Finances in the United
States,” 1959, 23 pp. and “Summary of Governmental Finances in 1958,” 1959, p. 14.

AN OVERVIEW

As can be seen from table 1, during the last 56 years or so the annual
general expenditure of State and local governments increased from
$1 to $45.1 billion, about a 44-fold increase? Furthermore, total
government expenditure, i.e., general expenditure plus utility and
hquors expenditure plus insurance trust expenditure, advanced from
$1.1 to $53.9 billion during this period, that is, about 48-fold.

Bust, as would be expected, the increase was far from steady. In
rough terms, the rate of increase was very high from the turn of the
century until the depression of the 1930’s—about an average of 25

3 Actually, although the census definition does not do so, it'is appropriate to include in the general expendi-

ture figure government contributions to employees’ retirement fund, If this is done, the increase is some-
what higher.
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percent per year. Depression and World War II greatly changed
the picture. In 1944, general State and local government expenditure
was only $1.1 billion or about 15 percent higher than it had been 12
years earlier. But with the end of World War II, a very high average
annual rate of advance was resumed, i.e., about 24 percent a year.
The rate was slightly higher in the forties than in the fifties of this
12-year period. No doubt the heavy backlog of demand from the
war years was responsible for the exceptionally fast increase in the
late forties.
FUNCTIONAL BREAKDOWN

What services are mainly responsible for this rapid advance in
State and local government general expenditure? To supply answers
to this queation, the general expenditure figures have been broken
down by 16 main categories; 1902-58 data are given in table 2.



TaBLe 2.—CGeneral expenditures of State and local government by function, selected years, 1902-58

[In millions of dollars]
Primary Local | Housing Total
and sec- | Other | Total | High- | Public | Hospi- Local | Sanita-| Natural | parks |and com-|General/ Interest general
ondary | educa- | educa- | ways |welfare| tals |Health| Police | fire pro- | tion |resources| and rec- | munity |control| ongen- | Other | expendi-
Year educa- tion tion tection reation | redevel- eral debt tures
tiont opment
(1) 2) 3) ) (5) ) @ 8 ) (10 1y (12) (13) (14) (15) (16) (¢
238 17 255 176 37 43 17 50 40 51 9 28 |l 141 98 1,013
522 56 577 419 52 79 20 89 76 97 14 57 |omeeeaees 211 147 217 2,084
1, 541 164 1,705 1 1,204 119 200 58 190 158 189 61 85 |oceae 313 382 464 5,218
2,017 218 | 2,235 | 1,809 151 279 76 270 203 312 04 183 ... 412 584 632 7,210
2,042 269 | 2,311 1,741 444 349 107 318 210 223 165 147 | 470 741 539 7,765
1,616 215 | 1,831 1, 509 889 309 109 201 189 177 159 126 |ooo.ooC 432 739 421 7,181
1,804 283 1 2,177 { 1,425 827 351 116 314 205 204 193 104 (__________ 500 738 480 7,644
2,161 330 | 2,491 1,650 | 1,069 400 151 359 231 226 222 130 3 542 673 610 8, 757
2, 281 357 | 2,638 | 1,573 [ 1,156 450 159 365 235 207 218 162 230 561 853 622 9, 229
2,213 373 | 2,686 | 1,490 | 1,225 432 159 394 236 229 214 128 236 578 565 718 9,190
2,331 462 | 2,703 | 1,200 | 1,133 468 188 414 251 245 232 123 46 500 499 672 , 863
2,872 484 3, 366 1,672 1, 409 567 251 479 204 370 302 179 114 703 421 911 11,028
4,347 1,032 5,379 3,036 | 2,000 937 292 644 406 670 496 243 176 880 399 2,027 17, 684
5879 | 1,208 7,177 | 3,803 2,940 | 1,384 364 776 488 834 670 304 452 1, 041 458 | 2,000 22, 787
6,003 | 1,415 83181 4,650 | 2,788 1,745 440 939 586 992 776 324 769 1,193 552 | 2,024 26, 098
7,87 | 1,633 | 9,300 { 4,987 | 2,914 | 1,863 427 | 1,088 598 908 705 374 631 | 1,263 614 | 2,108 27,910
8,080 | 1,567 | 10,5657 } 5,627} 3,060 | 1,962 447 | 1,130 653 1,058 762 424 611 1,375 718 | 2,417 30, 701
10,186 | 1,721 | 11,007 | 6,452 | 3,168 , 053 471 1, 229 694 1,142 793 509 499 1, 452 838 | 2,517 33,724
11,250 | 1,970 { 13,220 , 053 | 3,139 {22,164 3608 | 1,330 737 1,326 906 541 437 , 560 086 , 804 38, 711
11,871 ,263 | 14,134 | 7,816 | 3,404 | 22,648 3552 | 1,468 810 | 1,443 1,031 608 505 1, 728 1,106 | 3,124 40, 375
[ P 5,782 ,604 | 3,751 23,066 | 3550 | 1,633 939 | 1,507 1,121 685 601 | 1,861 1,235 | 3,625 45, 059

1 The U.S. Bureau of the Census classifies education expenditure by State institutions
of higher education, local schools, and other education.
secondary education of this study is the same as that of the census classification, *“local
schools.” It includes a very minor portion for college level education.

1 Payments to private hospitals are under “Hospitals” for 1956, 1957, and 1958, and
under “Health” for earlier years.

The classification of primary and

Source: U.S. Bureau of the Census, “Historical Summary of Governmental Finances
h; tghe guited States,”” 1959, 23 pages, and “Summary of Governmental Finances in 1958,”
1959, 19 pages. '
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Moneywise, the most important functions are education, highways,
public welfare, and health and hospitals, in this order. As can be
seen from table 3, education expenditures are responsible for an
increasingly large part of all expenditures. Their share increased
from about 25 percent in 1902 to 33 percent in 1922; then a gradual
decline took place to about 26 percent in 1934. From that time on,
education has accounted for an increasingly large share of all expendi-
tures, reaching a peak of 36 percent in 1956.

TaBLE 3.—Percent of general expenditures by service function

Primary Health
Year Education {and second-| Highways Public and Other
- ary edu- welfare hospitals services
cation
(1) 2) (&) [C)) (5 (6)
1902 25.2 23.5 17.3 3.7 5.9 47.9
1913. 23.0 25.3 2.3 2.5 5.2 44.0
1022 32.7 20.6 4.8 2.3 4.9 35.3
1927 3L.0 28.0 25.1 2.1 4.9 36.9
1932, 29.8 26.3 22.4 5.7 5.9 36.2
1034 25.5 22.5 21.0 12.4 5.8 35.3
1936, 28.5 24.8 18.6 10.8 6.1 36.0
1938 28.4 4.7 18.8 12,2 6.3 .3
1040 28.6 24,7 17.0 12.5 6.6 35.3
1042 28.1 4.1 16.2 13.3 6.4 36.0
1044 3L5 28.3 13.5 12.8 7.4 3.8
1946 30.4 26.0 16.2 12.8 7.4 .2
1048, 30.4 24.6 17.2 11.9 6.9 33.6
1950 e ccccecancmcameanmmoan 31.5 25.8 16.7 12.9 7.7 3.2
1852 31.9 26.5 17.8 10.7 8.4 3.2
1953 33.6 28.2 17.9 10.4 8.2 2.9
1054 34.4 29.3 18.0 10.0 7.8 29.8
1955 35.3 30.2 19.1 9.4 7.5 28.7
1956, 36.0 30.6 18.9 8.6 7.6 28.9
1957.... 35.0 29.3 19.3 8.4 7.9 29.4
1958, 35.0 129.3 19.3 " 83 8.0 29.4
1 Estimate.

Source: U.8. Bureau of the Census.

General expenditure for primary and secondary education behaved
about the same way as did that for all education. Yet, its share has
grown less rapidly during 1902-58 than has that of all education. For
instance, between 1902 and 1956 the share of all education increased
by about 40 percent while that of primary and secondary education
rose by only 30 percent. Thus, higher education expenditures have
increased more rapidly than the rest.

The relative share of highway expenditures showed great fluctua-
tions but no clear trend over the years. Until 1927 their share had
steadily increased to reach an all time high of 25 percent. From then
on, it rapidly declined and by 1944 it had lost almost half its earlier
importance.  The postwar period has shown a slow but steady advance
to 19 percent in 1958.

During 1902-58, public welfare expenditures grew relatively more
rapidly than those of any other major State and local government
service. But most of the advance took place during the early days of
the Franklin D. Roosevelt administration, when their share jumped
from about 2 percent in 1927 to 6 percent in 1932 and 12 percent in
1034. From then on, speaking in rough terms, a decline set in, leading
to a low of 8.3 percent in 1958.
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Except for the 1920’s the relative share of health and hospital
expenditures has been increasing, although the pace was not fast.

If all remaining services are lumped together, their relative impor-
tance shows a steady decline from 48 percent in 1902 to 29.4 percent
in 1958. Nevertheless, such services as housing and community
redevelopment, natural resources development, etc., showed a dis-
tinctly different trend. .

TasLe 4.—Current general expenditures of State and local government by function
[In millions of dollars)

=1 =] S o

s 2 @ k= EE

z e | B2 | ¢ g | 28 | 8. £E

8 2 a8 S = 38 | WBE| & 83

Year Z E | g5 | 2 g | o8 |g85| £ | 28

= | 2|28 8| 5 | 82 |g88] 2 | E5

< H |d & z | 37 || 3 | s

ool 6] lole|o
1802 oo eeeeimm i meem 214 116 58 27 9 414 850
1913, oo e 488 220 91 51 © 14 723 1, 609
1922 1,374 508 226 105 61 1, 508 3,834
1932. 2, 064 719 370 135 137 2, 521 6, 056
1942 .| 2,411 807 540 191 182 3 - 7,868
1957, 10,882 | 2,605 | !2,300 2799 760 11,092 | 29,089
1958 e caeanm 12,203 2,798 | 3,208 2840 814 11,846 | 32,514
1902-58 change, percent..... 5,600 | 2,300 | 5,400 [ 3,000 | 8,900 2, 800 3,700

1 Hospitals only.
2 Sewers and sewage disposal only.

Source: Special computations In cooperation with the Data Classification and Research Branch of the
U.8. Bureau of the Census.

TaBLE 5.—Capital oullay general expenditure of State and local government by

SJunction
[In millions of dollars]
g 1= |5%
- g S
g g o8 sg
S o 2 29 | a8 g8
= an o] o 2 = Ragi s
g 2 @2 82 - 88 | B8 ] 53
Year = £ | g8 | % E | 28 |g58| £ | 5%
K g e 2 32 €8 |828| 3
= 4 3.8 g = b1 5 Ho = BD
< = = @ Z _ | < &
(6] @ (&) @ 5 ()] (Y] ® ©)
1! . 41 59 2 24 1) 17 163
18(1,% _________________________ 89 199 17 46 5‘) 35 455
1922 - 331 786 32 84 o 33 1,384
1932, 247 1,022 86 88 28 37 1,709
1942 175 683 51 38 32 18 1,322
1957 3,252 | 5,211 2348 3644 271 156 11, 286
1958, e ccecemecccmemman 3,489 | 5,896 2417 3667 307 205 12, 545
1902-58 change, percent - . . .- 8,400 | 9,900 | 20,700 | 2,700 |- 1,100 7,600

1 Not available.
2 Hospitals only.
3 Sewers and sewage disposal only.

Source: Special computations in cooperation with the Data Olassification and Research Branch of the
U.S. Bureau of the Census.
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CURRENT VERSUS CAPITAL EXPENDITURES

It is mainly current expenditure, or mainly capital outlay that is
driving up the general expenditure of State and local governments?
And if one type of expenditure had advanced more rapidly than the
other, what services are responsible for it? | N

Here is some of the evidence. While total general expenditure of
State and local governments increased about 44-fold during 1902-58,
the current elements advanced about 37-fold and the capital elements
76-fold. (See tables 4 and 5.) .

Capital outlays of the three important services—education, high-
ways, and health and hospitals—which throughout this period ac-
counted for between one-half and two-thirds of general expenditure,
advanced at a much more rapid pace than did current expenditures.
The 1902-58 increases for education were 84-fold versus 56-fold, for
highways 99-fold versus 23-fold, and for health and hospitals 207-fold
versus 54-fold.

Sanitation and local parks and recreation behaved in an opposite
manner. For natural resources only data since 1932 are available.
Housing and community redevelopment is a relatively new function
and not enough evidence is on hand to reach a conclusion. But
capital outlays of all other services increased about two and a half
times as fast as did their current expenditure.

In summary, much of the rapid increase in the general expenditure
of State and local government since the turn of the century can, no
doubt, be traced to the capital outlay elements of education, highways,
and health and hospitals.

COST COMPARISONS IN CONSTANT DOLLARS

An analysis of State and local government general expenditure has
revealed major increases. But the entire analysis was in terms of
current dollars, in many respects an imperfect yardstick, since the
value of the dollar changed substantially during this period. In
recognition of this fact the question will now be asked, “How great,
if any, were the cost changes of a given bundle of State and local
ﬁovernment services during this period?”’ To answer this question, a

eflation procedure must be used so that a cost comparison in real
terms becomes possible.

Basically, there are two approaches to ‘the problem of deflating .
State andlocal government purchases. As.George Cobren has so
aptly put it—

In the case of Government purchases, a basic dichotomy exists among national
income theorists as to the proper approach to the deflation problem. On the one
side it is argued that the deflation procedure should focus on the products which
the Government buys; on the other, that the procedure should measure the volume
of services which the Government provides.4
He goes on to point out that the U.S. Department of Commerce’s
implicit deflators for the Government sector of gross national product
follows the first of these alternatives. With the help of the implicit
deflator applicable to the State and local government sector, the value
of the goods and services purchased by these governments can be
deflated. Apparently this alternative was selected by the Department

¢ George M. Cobren, “The Deflation of the Gross National Product by the Department 'of Commerce,”
Amerfcan Statistical Association proceedings, business and statistics section, 1958, pp. 312-319.
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of Commerce, since while it presents formidable difficulties, the other
is even more hazardous.

One of the main shortcomings of the deflating procedure followed
by the U.S. Department of Commerce stems from the fact that by
far the largest expenditure item—employee compensation—is derived
“* * * by extrapolating the base-year estimate by man-hours wher-
ever possible, and by employment when man-hours were not avail-
able. * * *75 This admittedly, is equivalent to deflating the current
value figures by indexes of average compensation. The result is a
measure which makes no allowance for quality changes—in this case,
for changes in the productivity of Government employees.

On this point, Richard Ruggles and Nancy D. Ruggles made some
revealing observations in their testimony before the Joint Economic
Committee.! They are greatly concerned about the fact that the
implicit price deflators do not properly allow for quality and efficiency
improvements. Consequently, they argue that almost every category
of expenditure has an upward bias.

In table 6 purchases by State and local governments, both in actual
and constant dollars (1954=100), are presented for the period 1929-58.
Money expenditures increased from $7.2 billion to $40.5 billion, i.e.,
slightly more than five times. In constant dollars the increase was
much less, i.e., the 1958 figure is only a little more than double that
of 1929. Expenditures in constant dollars zigzagged from 1929 to
1945. But with the end of World War 11 they began a pronounce